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DOWN BUT NOT OUT 


ft N several counts the real estate market looked bad during February, 
C) the latest month for which information is available. The total number of 
voluntary real estate transfers recorded during the first two months of 

1960 is 6 percent below that of 1959, although it is about 6.4 percent above the 

, very low activity of January and February of 1958. These comparisons are 
found in the table on page 154. New construction, as measured by the annual 

rate of private nonfarm housing starts (seasonally adjusted), decreased from 
1,210,000 starts in January to 1,115,000 starts in February. Finally, we 
continue to note a decline in the selling price of existing single-family houses. 


On other counts the real estate market looked good and tended to bear out 
the FHA forecast of about 1,200,000 housing starts, and the Department of 
Commerce forecast of about $55.3 billion of new construction in 1960. In the 
first place, mortgage activity, the number of mortgages recorded per 10,000 
families, increased 4 percent in February. FHA applications for insurance on 
new homes increased 30 percent in February, which represented no change on 
a seasonally adjusted basis. These applications are an indicator of future 
housing starts that are financed by the FHA. On exsting home applications, 
there was a seasonally adjusted drop of 4 percent. If, however, we measure 
the amount of construction in dollars, we find that total construction expendi- 
tures rose 2.2 percent on a seasonally adjusted basis. Even residential non- 
farm construction expenditures increased .7 percent on a seasonally adjusted 
basis. The expenditure data are estimated by prorating the previous contract 
awards over the current months. Therefore, they do not reflect work stop- 

| pages due to unusual weather or material shortages, nor do they take into ac- 
| count the varying number of work days. 


The interesting contrast in the above paragraphs may be explained by a 

shift in purchases away from very low-value real estate to the middle- and 

| higher-value properties. Last year, however, was one of the best years on 

/ record for the construction industry, and small declines from that level will 
| leave the 1960 record good. 


There are encouraging signs in the recent accumulations of economic data. 
The short-term money market seems to have eased. Last week the yield on 
91-day Treasury bills fell to 3.033 percent. This is the lowest that it has been 
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since the week ending May 30, 1959. The peak rate was 4.670 percent during 
the week ending December 26, 1959. Last week was the third straight week 
that the bill rate declined. This is evidence of the increased supply of short- 
term funds available from business and banks. If this trend continues, we can 
expect the interest rates on mortgages to level off and decline in 4 to 6 months. 
Interest rates on recorded mortgages continued to rise in February. The av- 
erage recorded rate in 11 major cities rose to 6.156 percent from 6.099 per- 
cent in January. 


AVERAGE INTEREST RATE OF RECORDED MORTGAGES 
IN 11 MAJOR CITIES OF THE UNITED STATES 


Jan. ’°54 5.187% Jan. ’56 5.105% Jan. ’58 5.775% Nov. ’59 
Apr. ’54 5.173 Apr. ’56 5.157 Apr. 58 5.813 Dec. '59 
54 5.089 July ’°56 5.141 July °58 5.664 
Oct. °54 5.092 Oct. ’56 5.229 Oct. ’58 5.631 Jan. *60 
Feb. ’60 
Jan. °55 5.045 Jan. ’57 5.363 Jan. ’59 5.717 
Apr. ’55 5.079 Apr. ’57 5.507 Apr. ’59 5.706 
July °55 5.050 July 57 5.501 July 59 5.692 
Oct. °55 5.055 Oct. ’57 5.602 Oct. *59 5.908 
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Net Population Movements 
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The pessimism of the winter months may be due to a late spring and East- 
er, or to a reaction from the glowing reports of the “Soaring Sixties,” ora 
little of both. People seem to have expected the long-term 10-year fore- 
casts to happen in the very short run. It was almost as if turning the calendar 
from December 31, 1959, to January 1, 1960, would increase real estate and 
business activity. Now, people are beginning to realize that this progress will 
come gradually. An instance of this thinking is the auto industry. It had fore- 
cast exceedingly large auto sales for 1960. As its inventory built up, it began 
to cut back production, in spite of the fact that auto sales were 10.6 percent 
higher in January than a year ago. In February they were 14.6 percent higher 
than in February a year ago. Practically the whole of the manufacturers’ inven- 
tory increase in January, which we have charted on page 149, was due to this 
increase in automobile inventories. 


A build-up of inventories warns manufacturers that sales are not keeping up 
with production. It has been found, however, that during periods of optimism 
and expansion, inventories do tend to be expanded more than sales. This is 
probably for two reasons: the first is to take advantage of buying low and sell- 
ing high, since prices tend to rise during expansion; the second reason is that 
with greater sales, more variety is needed, which requires larger inventories. 
The larger auto inventories may be due to this latter reason. There are more 
car models in the market this year than for some time in the past. 
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The real estate market may be entering a short-run downturn before the 
boom of the second half of the decade of the sixties. This trend was emphasized 
by Philip M. Hauser in a speech, “Population Trends in the 1960’s,” to the 
Midwest Mortgage Conference of the Mortgage Bankers Association of Ameri- 
ca. He said that on the basis of population projections, the number of house- 
holds whose head is less than 25 years old will increase 44 to 52 percent from 
1958 to 1965, that the number of households whose head is over 55 years old 
will increase 16 to 17 percent, but that the number of families whose head is 
25 to 54 years old will increase only 3.7 to 5.0 percent. This last group, ac- 
cording to a study by the United States Savings and Loan League, composes 89 
percent of the borrowers of conventional loans. A recent survey made by the 
Federal Housing Administration shows that 87 to 89 percent of insured mort- 
gages are taken by principals in the 25 to 59 age bracket. Therefore, it would 
appear that new homes will sell at a slower pace in the next 5 years. 


While we are on the subject of population, let us look at the picture pre- 
sented by the migration of agricultural workers to the cities. The chart on 
page 152 shows the net population movements between farms and cities from 
1920 to 1958. In every year but four there has been a net migration from the 
farm to the city. The Department of Agriculture, which computes these fig- 
ures, recommends that the annual migration data be averaged or summarized 
for groups of years. For this reason we have presented the following table of 
annual averages for 10-year periods: 


Annual Average Net Migration 
from Farms to Cities 
805, 000 
1940-50 952, 000 
1930-40 383, 000 
1920-30 630, 000 


Economists who have studied the farm problem consider this movement to 
be beneficial to the economy. The low incomes to farmers were thought to be 
due to a surplus of agricultural labor compared with the amounts of land and 
capital used. Recent studies, however, have shown that the gap between farm 
incomes and nonfarm worker incomes has not narrowed with the tremendous 
migration that has taken place, nor has the income difference between agri- 
cultural regions been narrowed. But without this tremendous migration the 
farm problem would certainly have been worse than itis. In addition, it has 
increased the supply of nonfarm labor, which would otherwise be in short sup- 
ply. According to a recent Census report, two-thirds of the population in- 
crease of 16 percent in the United States from April 1950 to April 1959 was 
accounted for by the growth of metropolitan areas. This was due to the farm 
migration and to an increase of births over deaths. 





The rosy picture of the “Soaring Sixties” is based on population and income 
projections for the next 10 years. Let us not forget, however, that today’s 
business depends upon today’s demand. 
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NUMBER OF NONFARM REAL ESTATE TRANSFERS 


1956 1957 1958 1959 
357, 100 354, 300 319, 100 345, 800 
351, 750 318, 000 290, 300 345, 500 
392, 100 346, 600 312, 500 391, 200 
395, 600 380, 900 334, 800 419, 600 
437, 700 401, 200 358, 500 428, 600 
432, 100 370, 200 365, 900 452,100 
432, 700 414, 600 416, 100 479, 800 
460, 700 412,600 399, 000 439, 600 
384, 800 370, 000 406, 100 426, 400 
435, 600 403, 600 460, 300 415, 900* 
380, 800 328, 800 360, 700 364, 200* 
329, 800 318, 600 393, 000 395, 700* 

4. 790, 750 -419,400 4,416,300 4,904, 400* 


1960 
319, 900* 
328 , 900* 





First 2-month 


comparison 


708 , 850 672, 300 609, 400 691, 300 





*Preliminary. 


DATE SELLI 


1947 
1913 
1918 
Feb. '29 
32 
34 
37 
3% 
4l 
48 
53 
55 
56 
57 
58 


49 


May 
Apr 
June 
Apr 
Mar 
Oct 
Oct 
Oct 
Oct 
Oct 
Oct 





Real Estate Selling Price Comparisons 
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PROBABLE SELLING PRICE 
F A HOUSE THAT SOLD FOR 
NG PRICE $ 


PROBABLE SELLING PRICE 
OF A HOUSE THAT SOLD FOR 
$12,000 IN 1947-49 PERIOD __ 

$15, 385 

15, 335 

15, 385 

15, 470 

15, 575 

15, 575 

15, 530 

15, 360 

15, 325 

15, 290 

15, 275 

15, 230 


15, 215 
15, 180° 


TREND IN 
SELLING PRICE 


128.2 
127.8 
128.2 
128.9 
129.8 
129.8 
129.4 
128.0 
127.7 


00 IN 1947-49 PERIOD DATE 

59 
59 
59 
59 


59 





{ Jan 
4, 7% Feb 
4 Mar 
Apr 
4,15 May 

7TH June 
4, 75 July 
Aug 
Sept 
Oct 
Nov 
Dec 


"59 
"59 
59 
59 
"59 
59 
59 


60 
60 


127.4 
127.3 
126.9 


126.8 
126. 5° 


Jan 
Feb 





* Preliminary 











